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ONTARIO  ENERGY  BOARD 
ANNUAL  REPORT 
Fiscal  Year  Ended  March  31,  1979 

INTRODUCTION 

Role  of  the  Board 

The  Ontario  Energy  Board  was  established  in  1960  as 
the  successor  to  the  Ontario  Fuel  Board.   It  reports 
annually  to  the  Minister  of  Energy.   Pursuant  to  The 
Ontario  Energy  Board  Act  (the  "Act")  and  The  Municipal 
Franchises  Act,  the  Board  regulates  rates  and  certain 
other  matters  relating  to  the  operations  of  provincial 
natural  gas  utilities,  construction  of  pipelines  and, 
where  necessary,  expropriation  of  land  for  that  purpose, 
and  unitization  of  interests  in  gas  and  oil  for  purposes 
of  production.   The  Board  bases  its  regulatory  decisions 
on  the  evidence  presented  by  the  parties  at  a  public 
hearing  and  on  information  within  its  specialized 
knowledge  of  which  it  may  take  notice.^ 

Upon  reference  being  made  to  it,  the  Board  also  has 
an  advisory  function  to  the  Minister  of  Energy  on  Ontario 
Hydro's  bulk  power  rates  and  rate-related  matters,  to  the 
Lieutenant  Governor  in  Council  on  any  question  respecting 
energy,  and  to  the  Minister  of  Natural  Resources  on 
certain  matters  relating  to  oil  and  gas  production. 
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Major  Activities  of  the  Board 

The  Board  continued  to  be  very  active  throughout  the 
fiscal  year  ended  March  31,  1979.   The  principal  matters 
dealt  with  were  the  rate-related  proceedings  of  Ontario 
Hydro,  including  the  costing  and  pricing  hearing,  and  the 
rate  proceedings  of  the  three  major  natural  gas 
distributors:   The  Consumers'  Gas  Company  ("Consumers'"), 
Union  Gas  Limited  ("Union")  and  Northern  and  Central  Gas 
Corporation  Limited  ("Northern  and  Central" )  .J  These 
matters  alone  required  the  Board  to  sit  for  150  days. 

The  major  gas  rate  applications  resulted  from  the 
continued  escalation  of  the  cost  of  gas  and  distribution, 
with  the  gas  cost  increases  resulting  principally  from 
the  fact  that  the  Federal  Government  increased  the 
Toronto  city-gate  price  of  natural  gas  from  $1.85  per 
thousand  cubic  feet  ("Mcf")  to  $2.00  per  Mcf  on 
August  1,  1978.  J 

The  Board  completed  the  Phase  II  (rate  design) 
portion  of  Consumers'  application  from  the  previous 
fiscal  year  and  the  Phase  I  (rate  base,  return  thereon 
and  reasonable  return)  portions  of  the  applications  of 
Northern  and  Central  and  Union.   Union's  Phase  II 
proceedings  were  also  completed.   A  new  Phase  I  was  in 
progress  for  Consumers'  at  the  end  of  the  fiscal  year. 
As  part  of  the  rate  proceedings  of  these  utilities,  the 
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Board  heard  applications  for  interim  relief  due  to  the 
increased  cost  of  gas  and  distribution.   In  addition, 
interim  relief  was  granted  to  both  Inter-City  Gas  Limited 
and  The  Medina  Natural  Gas  Company,  Limited. 

In  accordance  with  the  Act,  the  Minister  of  Energy 
again  referred  to  the  Board  for  investigation  and  report 
the  increased  bulk  power  rates  of  Ontario  Hydro,  in  this 
case  those  proposed  for  calendar  year  1979.   The  separate 
matter  of  the  Ontario  Hydro  costing  and  pricing 
proceeding,  which  resulted  from  the  Minister's  reference 
in  fiscal  1976-77,  continued  during  the  1978-79  fiscal 
year  and  will  be  completed  in  the  new  fiscal  year. 

During  1978  Board  staff  held  a  series  of  meetings 
with  the  Ontario  Natural  Gas  Association  to  formulate 
procedures  for  the  conversion  of  gas  rates  and  measure- 
ments to  metric  units  ("SI")  in  the  fall  of  1979 71 

In  July  1978,  the  Board  introduced  new  prehearing 
procedures  which  apply  to  all  gas  rate  and  pipeline 
construction  cases.   Basically  they  provide  that  a  matter 
will  not  be  set  down  for  hearing  until  all  required 
evidence  has  been  received  by  the  Board  and  examined  by 
Board  staff.   The  new  procedures  are  intended  to  expedite 
the  hearing  process. 
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COMPOSITION  OF  THE  BOARD 

At  the  end  of  March  1979,  the  Board  consisted  of 
nine  full  time  Members  and  two  part  time  Members,  namely: 


R.  H.  Clendining,  P.Eng. 

S.  J.  Wychowanec,  Q.C. 

I.  C.  MacNabb,  P.Eng. 

H.  R.  Chatter son,  B.  Comm. 

J.  C.  Butler,  P.Eng. 

J.  R.  Dunn,  P.Eng. 

D.  M.  Treadgold,  Q.C. 

I.  B.  MacOdrum,  LL.B. 

W.  W.  Stevenson,  Ph.D. 

A.  B.  Jackson,  Q.C. 

L.  Waverman,  Ph.D. 


Chairman 

Vice-chairman 

Vice-Chairman 

Member 

Member 

Member 

Member 

Member 

Member 

Part-time  Member 

Part-time  Member 


Mr.  Clendining,  formerly  Senior  Advisor,  Crude  Oil 
and  Natural  Gas,  at  the  Ministry  of  Energy  was  appointed 
Chairman  during  the  latter  part  of  April  1978,  upon  the 
retirement  of  Mr.  Jackson.   Mr.  Jackson  continued  to 
serve  the  Board  as  a  part-time  Member  until  the  end  of 
March  1979. 

Mr.  MacOdrum,  formerly  General  Counsel  to  the  Polar 
Gas  Project,  joined  the  Board  in  March  1979. 


Dr.  Stevenson  continued  his  role  as  a  Member  of  the 
Royal  Commission  on  Electric  Power  Planning,  and  is 
expected  to  remain  in  that  capacity  for  most  of  1979. 
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Principal  staff  of  the  Board  were: 


Director  of  Operations  -  D.  D.  McLean 

Board  Secretary  -  S.A.C.  Thomas 
Energy  Returns  Officer  and 

Manager,  Financial  Analysis  -  0.  J.  Cook 

Board  Solicitor  -  L.  Graholm 

Special  Projects  Officer  -  D.  R.  Cochran 

Manager,  Engineering  -  C.  J.  Mackie 

Board  Engineer  -  H.  Strozyk  (on 

leave) 

Financial  Analyst  -  A.  Meddows-Taylor 

Financial  Analyst  -  A.  M.  Parekh 

Financial  Analyst  -  R.  Cappadocia 


SUMMARY  OF  PROCEEDINGS  BEFORE  THE  BOARD 

During  the  fiscal  year,  87  proceedings  were 
commenced  before  the  Board:   8  2  by  application,  3  by 
ministerial  reference,  and  2  by  letter  of  request. 

A  classification  of  the  proceedings  completed  is  as 
follows: 

Under  The  Ontario  Energy  Board  Act 

Number 

Rates  and  other  charges  for  gas 16 

Gas  Storage 5 

Leave    to  construct   pipelines      3 

References    by   Ministers    2 

Miscellaneous    15 
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Under  The  Municipal  Franchises  Act 

Gas  franchises 36 

Certificates  3 

TOTAL     80 

Hearings  were  held  at  locations  convenient  to 
interested  parties.   Fifteen  were  held  outside  Toronto: 
at  Cayuga,  London,  Sarnia  and  Tillsonburg. 


ANTI-INFLATION  PROGRAM 

As  outlined  in  the  Annual  Report  for  fiscal  1977-78, 
the  Board  has  been  applying  the  Anti-Inflation  Guidelines 
in  regulating  the  rates  of  the  privately-owned  gas 
distributors.   The  two  publicly-owned  gas  distributors  in 
Kingston  and  Kitchener  continued  to  be  price-monitored  by 
the  Energy  Returns  Officer.   In  each  case  the  rates  were 
tested  by  the  profit  margin  rules  set  out  in  section  18 
of  the  Anti-Inflation  Guidelines.   The  Anti-Inflation 
program  ended  on  December  31,  1978. 

In  accordance  with  the  Reference  from  the  Minister 
of  Energy,  the  Board  reported  on  the  extent  to  which 
Ontario  Hydro's  estimate  of  1979  revenues  complies  with 
the  spirit  and  intent  of  the  Guidelines,  in  particular 
the  net  margin  test.   The  Board  also  made  recommendations 
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regarding  the  most  appropriate  treatment  of  Ontario 
Hydro's  1978  excess  revenues. 


NATURAL  GAS 


Rates 


The  Board  deals  with  the  main  rate  applications  of 
the  major  gas  distributors  in  two  phases.   In  Phase  I  the 
Board  determines  rate  base,  actual  return  on  rate  base, 
and  reasonable  return  on  rate  base.   Roughly  speaking, 
rate  base  represents  the  investment  which  the  distributor 
has  made  in  its  business.   In  Phase  II  the  Board 

determines  the  actual  rates  necessary  to  permit  the 
distributor  to  earn  the  reasonable  return  on  rate  base. 


1 .    The  Consumers'  Gas  Company 

( a)   Phase  II  Proceedings 

In  October  1978,  the  Board  rendered  its 
decision  on  the  concluding  Phase  II  portion  of  Consumers' 
main  application  of  May  1977. 

In  response  to  a  previous  Board  request, 
Consumers'  introduced  a  long  run  incremental  cost  study 
intended  to  show  the  future  capital  and  operations  and 
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maintenance  cost  of  service  of  the  various  customer 
classes.   The  Board  stated  that  although  both  conven- 
tional fully-allotted  cost  studies  and  incrementalcost 
studies  provide  valuable  guidelines  for  rate  design, 
there  are  other  factors  which  are  important  in  the 
development  of  rates.   Rate  of  return  by  service  classi- 
fication, the  risk  element  by  service  classification  and 
competition  from  other  fuels  were  specifically  mentioned. 

In  compliance  with  another  Board  request,  the 
Applicant  presented  a  price  elasticity  of  demand  study. 
The  Board  found  it  to  be  of  little  value  in  the  form 
presented  and  directed  Consumers'  to  present  a  more 
complete  analysis  in  its  next  rate  case. 

Regarding  confidentiality  of  contracts,  the 
Board  ordered  Consumers',  in  co-operation  with  Board 
staff,  to  prepare  a  summary  of  the  pertinent  details  of 
its  contracts  with  interruptible  customers.   The  summary 
is  to  be  updated  quarterly  and  will  be  available  at  the 
Board's  office  for  public  scrutiny. 

The  Board  also  required  Consumers'  to  make 
adjustments  in  certain  rate  schedules  and  to  refile  them. 
Included  were  increases  in  the  minimum  monthly  charge  to 
residential  and  general  service  customers,  decreases  in 
the  rate  differentials  at  points  of  reclassification 
between  rate  schedules,  and  elimination  of  the 
differentials  between  commercial  and  industrial  rates  as 
such. 
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( b)   Interim  Proceedings 

To  pass  on  the  effect  of  the  August  1,  1978  gas 
cost  increase  from  TransCanada  PipeLines  Limited 
("TransCanada") ,  the  Board  granted  Consumers'  interim 
relief  of  13.09jzf  per  Mcf  effective  on  that  date.   The 
Board  deferred  consideration  of  the  credit  owing  to 
customers  for  lower-cost  gas  in  storage  to  the  winter 
heating  season  and,  in  March  1979,  required  it  to  be 
rebated  to  customers  by  means  of  a  credit  to  their  bills. 

The  Board  also  dealt  with  an  interim  request 
for  $10,205,100  to  offset  an  alleged  revenue  deficiency 
supported  by  figures  for  Consumers1  fiscal  1978,  and  an 
additional  $7,649,300  to  offset  higher  unit  gas  costs 
resulting  from  reduced  volumes  of  gas  which  Consumers' 
expects  to  take  from  TransCanada  in  fiscal  1979.   The 
request  was  denied. 

The  Board  noted  that  the  adjustments  made  by 
Consumers'  to  its  previously  tested  budgeted  figures  for 
its  fiscal  1978  were  not  of  an  extraordinary  nature  nor 
could  they  be  accepted  without  being  fully  tested.   The 
Board  stated  that  Consumers'  financial  integrity  would 
not  be  jeopardized  by  the  denial  of  the  application. 

In  denying  the  claim  for  additional  gas  costs, 
the  Board  noted  that  the  projected  increase  in  costs  does 
not  result  from  a  change  in  TransCanada' s  tariffs  but 
rather  in  Consumers'  forecasts,  that  the  problem  might  be 
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averted,  and  that  Consumers'  had  options  open  to  it  as  to 
the  accounting  treatment  of  the  projected  cost  increases. 

( c)   New  Phase  I  Proceedings 

In  August  1978,  Consumers'  filed  a  new  main 
application.   The  Phase  I  hearing  commenced  in 
March  1979,  and  was  virtually  completed  by  the  end  of  the 
Board's  fiscal  year.   Consumers'  claims  a  revenue 
deficiency  of  $25,909,400  to  $27,351,700  for  its  fiscal 
1979,  assuming  a  reasonable  rate  of  return  on  rate  base 
of  10.53%  to  10.62%. 

2 .    Union  Gas  Limited 

( a)   Phase  I  Proceedings 

In  July  1978,  the  Board  rendered  its  Phase  I 
decision  in  respect  of  Union's  main  rate  application. 
The  test  year  was  Union's  fiscal  year  ended  March  31, 
1978.   Rate  base  was  determined  to  be  $563,302,000  and 
the  reasonable  rate  of  return  10.58%,  calculated  as 
follows: 


Cost 

Return 

Capital  Component 

Percen' 

tage 

Rate 

Component 

Long-term  debt 

60 

9.44% 

5.66% 

Preference  stock 

10 

7.48% 

0.75% 

Common  equity 

30 
100 

13.90% 

4.17% 
10.58% 

-  11  - 

The  revenue  deficiency  found  by  the  Board  was  $11,091,000 
as  compared  to  Union's  figure  of  $17,330,000.   Nearly  all 
of  the  $11,091,000  was  already  being  recovered  pursuant 
to  interim  rate  relief  granted  by  the  Board  in 
February  1978. 

In  October  1978,  rather  than  proceeding  with 
Phase  II  of  its  main  application,  Union  brought  an 
application  requesting  that  the  Phase  I  findings  be 
updated  on  the  basis  of  a  test  year  ended  March  31,  1979. 
After  a  hearing  before  the  Board,  the  request  was 
refused . 


(b)   Phase  II  Proceedings 

The  hearing  of  Phase  II  of  the  main  application 
concluded  in  February  1979,  and  the  Board  rendered  its 
decision  a  month  later. 

In  order  to  show  trends,  Union  had  prepared 
cost  allocation  studies  for  1977  and  1978  upon  the  same 
basis  as  its  1976  study  presented  in  its  last  Phase  II. 
Union  however  relied  on  a  revised  1978  study  which 
purported  to  show  more  reliable  figures  for  revenue 
deficiencies  and  excesses  for  the  various  customer 
classes.   The  Board  accepted  the  revised  study  as  being 
in  general  accord  with  its  wishes,  but  stated  that  the 
results  of  the  study  must  be  used  with  great  caution. 
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The  Board  indicated  that  Union  should  move 
toward  cost-based  rates  unless  other  factors  could 
justify  deviation  from  cost.   Where  cost  allocation 
studies  show  movement  away  from  cost  for  any  customer 
class,  Union  should  clearly  demonstrate  the  justification 
for  doing  so. 

The  Board  suggested  that  Union  should  in  future 
give  greater  weight  to  simplicity  in  rate  design,  and 
also  gave  Union  more  specific  recommendations  in  regard 
to  some  of  its  rate  schedules.   For  the  present  the  Board 
made  some  changes  in  the  schedules  proposed  by  Union, 
including  rate  changes  which  would  result  in  increased 
annual  revenue  of  some  $493,000  from  Rate  1  (residential) 
customers  and  decreased  revenue  from  some  of  the  other 
classes,  principally  Rate  4  (firm  industrial  and 
commercial)  and  Rate  9  (City  of  Kitchener). 


(c)   Interim  Proceedings 

In  September  1978,  Union  applied  to  pass  on  the 
August  1  TransCanada  and  other  gas  supplier  increases. 
Effective  November  25,  1978,  the  Board  allowed  an 
increase  of  12.06/zf  per  Mcf  to  residential  and  other  fixed 
rate  customers.   Similar  increases  were  allowed  to  other 
customers  effective  September  15,  1978.   The  purpose  of 
the  delays  in  effective  dates  from  August  1  was  primarily 
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to  give  customers  credit  for  the  lower-cost  gas  in 
storage  on  July  31. 

3 .    Northern  and  Central  Gas  Corporation  Limited 

( a)   Phase  I  Proceedings 

The  Board's  Phase  I  decision  in  Northern  and 
Central's  main  rate  application  was  rendered  in 
February  1979.   The  test  year  was  Northern  and  Central's 
fiscal  year  ended  December  31,  1977.   Rate  base  was 
determined  to  be  $152,964,494  and  the  reasonable  rate  of 
return  10.47%,  calculated  as  follows: 

Capital  Component 

Long-term  debt 

Preference  stock 

Accumulated  tax  deferrals    3.8 

Common  equity 


Cost 

Return 

Percentage 

Rate 

Component 

43.06 

8.71% 

3.75% 

12.16 

6.84% 

0.83% 

s    3.88 

3.00% 

0.12% 

40  .90 

14.10% 

5.77% 

100.00 

10.47% 

Excluding  the  revenue  deficiencies  found  in  interim 
proceedings,  the  deficiency  found  by  the  Board  was 
$176,498  as  compared  to  $3,219,556  proposed  by  Northern 
and  Central. 

On  the  grounds  that  there  were  no  extraordinary 
circumstances,  the  Board  did  not  award  costs  to 
intervenors  who  had  participated  in  the  proceeding.   One 


14 


of  the  interveners,  representing  40  municipalities  in 
Northern  and  Central's  service  area,  thereupon  filed  a 
petition  with  the  Lieutenant  Governor  in  Council 
requesting  that  costs  be  awarded  to  it  and  to  the 
Industrial  Gas  Users  Association,  another  intervenor. 
The  petition  was  pending  at  the  end  of  the  fiscal  year. 

(b)   Interim  Proceedings 

In  February  1978,  the  Board  had  permitted 
Northern  and  Central  to  recover  an  annual  revenue 
deficiency  of  $4,800,000.   Thereafter  the  Company  applied 
for  an  additional  $7,480,000  in  order  to  earn  the  10.91% 
rate  of  return  on  rate  base  it  was  claiming  in  the 
pending  Phase  I.   In  its  decision  dated  July  20,  1978, 
the  Board  permitted  Northern  and  Central  to  recover 
$4,260,000. 

Northern  and  Central  also  applied  for  and  was 
granted  rate  increases  to  reflect  the  August  1,  1978 
increase  in  the  cost  of  gas  purchased  from  TransCanada. 
Both  these  rate  increases  and  those  which  resulted  from 
the  decision  of  July  20  were  made  effective  on  August  1, 
1978.   Together  they  amounted  to  23.436/d  per  Mcf  for  firm 
service,  17.746^  per  Mcf  for  special  contract  firm 
service,  9.061/d  per  Mcf  for  fixed  rate  interruptible 
service  and  3.371jz5  per  Mcf  for  special  contract 
interruptible  and  seasonal  winter  interruptible  service. 
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4 .    Others 

Inter-City  Gas  Limited  was  granted  interim  rate 
increases  of  8.31^  per  Mcf  for  general  service  and 
8.19j6   per  Mcf  for  interruptible  service  effective 
October  1,  1978,  due  to  increased  gas  costs  from  its 
supplier,  ICG  Transmission  Limited. 

The  February  1978  application  of  The  Medina  Natural 
Gas  Company,  Limited  ("Medina")  resulted  in  rate 
increases  of  about  58jzf  per  Mcf  for  the  Medina  Division 
and  7 5^5  per  Mcf  for  the  Belmont  Division,  both  effective 
April  17,  1978.   The  increases  resulted  from  increases  in 
the  cost  of  gas  and  internal  costs.   Effective  March  1, 
1979,  Medina  received  a  further  rate  increase  of  1 3^5  per 
Mcf  due  to  further  increases  in  the  cost  of  purchased 
gas . 

At  the  beginning  of  the  fiscal  year  the  Board 
extended  the  existing  rates  of  Tecumseh  Gas  Storage 
Limited  without  a  hearing  for  a  period  of  not  more  than  a 
year.   The  rates  of  Wellandport  Gas  Company  Limited  were 
also  extended,  as  were  those  of  the  joint  venture  of 
Union  and  Imperial  Oil  Limited  relating  to  the  Bickford 
and  Sombra  gas  storage  pools. 

Accounting  Orders 

In  November  1978,  Union  proposed  that  the  accounting 
order  regarding  its  purchase  of  synthetic  natural  gas 
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from  Petrosar  Limited  remain  in  effect  until  March  31, 
1979.   The  proposal  was  prompted  by  Union's  new  agreement 
with  Northern  Natural  Gas  Company  of  Omaha  ("Northern") 
dated  October  30,  1978.   The  Board  permitted  the  order  to 
continue  in  effect  and  directed  Union  to  notify  it  of 
developments . 

On  March  12,  1979,  Union  notified  the  Board  that  the 
Economic  Regulatory  Administration  of  the  United  States 
Department  of  Energy  had  denied  Northern  permission  to 
import  the  Petrosar  gas.   Consequent  upon  a  further  new 
agreement  between  Union  and  Northern  dated  March  28, 
1979,  Union  requested  approval  to  extend  its  accounting 
order  to  November  1,  1979,  the  expiry  date  of  the  new 
agreement.   As  of  March  31,  1979,  the  Board's  disposition 
of  this  request  was  pending. 

In  January  1979,  Consumers'  requested  approval  to 
defer  the  cost  of  gas  resulting  from  demand  charges 
related  to  volumes  projected  not  to  be  taken  from 
TransCanada  during  the  contract  year  commencing 
November  1,  1978.   The  Board  granted  approval  upon 
condition. 

Gas  Storage 

During  the  fiscal  year  the  Board  recommended  to  the 
Lieutenant  Governor  in  Council  that  about  700  acres  known 
as  the  Wilkesport  Pool  located  in  the  Township  of  Sombra, 
County  of  Lambton,  be  designated  as  a  gas  storage  area. 
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The  land  was  so  designated  by  Ontario  Regulation  496/78 
filed  June  27.   The  Board  authorized  Tecumseh  Gas  Storage 
Limited  to  operate  the  Pool. 

The  designation  for  gas  storage  of  the  Dawn  #1  Pool 
located  in  the  Township  of  Dawn,  County  of  Lambton,  was 
revoked  by  Ontario  Regulation  372/78  filed  May  18.   The 
Pool  had  been  designated  in  1950  but  was  found  unsuitable 
for  storage  by  the  operator,  Union. 

The  Board  also  approved  the  parties,  term  and 
storage  in  respect  of  agreements  whereby  Union  would 
store  gas  for  Consumers'  and  TransCanada.   The  contract 
with  Consumers'  provides  for  a  maximum  storage  balance  of 
7.5  billion  cubic  feet  and  a  maximum  term  of  about 
20  years.   Consumers'  also  has  a  short-term  contract  on  a 
best  efforts  basis.   The  contract  with  TransCanada  is 
also  a  short-term  contract  on  a  best  efforts  basis,  and 
is  subject  to  Consumers'  storage  needs. 

Drilling 

The  Minister  of  Natural  Resources  referred  to  the 
Board  for  report  applications  by  Tecumseh  Gas  Storage 
Limited  to  drill  six  wells  within  the  newly-designated 
Wilkesport  Pool  gas  storage  area.   The  Board  did  not 
consider  that  there  were  special  circumstances  associated 
with  the  proposed  drilling  so  as  to  necessitate  a  public 
hearing  and  reported  to  the  Minister  that  the  applica- 
tions should  be  granted. 
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Pipelines 

In  June  1978,  the  Board  granted  Tecumseh  Gas  Storage 
Limited  leave  to  construct  a  16-inch  transmission  line 
from  its  compressor  station  in  the  Township  of  Moore, 
County  of  Lambton,  some  eight  miles  to  the  Wilkesport 
Pool. 

The  Board  refused  Union's  application  to  build  a 
12-mile  transmission  line  from  its  Dawn-Trafalgar  lines 
north  to  Clandeboye.   The  proposed  line  would  in  effect 
have  looped  a  portion  of  Union's  existing  line  to 
Hensall.   The  Board  concluded  that  there  was  insufficient 
proof  of  the  need  for  and  the  economic  feasibility  of  the 
proposed  line. 

Expropriations 

During  the  fiscal  year  the  Board  issued  orders 
authorizing  Union  to  expropriate  10  pipeline  easements. 
Two  of  these,  including  a  temporary  easement,  were  in  the 
Township  of  Lobo  to  Township  of  London  section  of  the 
42-inch  line  to  loop  the  Dawn-Trafalgar  transmission 
lines . 

The  other  eight  included  three  temporary  easements 
and  were  on  the  line  from  the  Dawn-Trafalgar  lines  to 
Tillsonburg.   One  of  the  affected  landowners, 
Anthony  T.  Varga,  filed  a  petition  with  the  Lieutenant 
Governor  in  Council  in  respect  of  expropriation  orders 
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relating  to  his  property.   The  petition  resulted  in  those 
orders  of  the  Board  being  confirmed  by  Order-in-Council 
3509/78  dated  December  6. 

Franchises  and  Certificates 

A  municipal  franchise  and  the  approval  of  the  Board 
in  the  form  of  a  certificate  of  public  convenience  and 
necessity  are  required  in  order  to  construct  and  operate 
a  gas  distribution  system  in  a  municipality.   Prior  to  a 
franchise  by-law  being  enacted  by  the  municipality,  its 
terms  and  conditions  and  period  must  be  approved  by  the 
Board  and  the  by-law  must  receive  either  the  assent  of 
the  municipal  electors  or  dispensation  of  such  assent  by 
the  Board.   The  Board  normally  approves  a  franchise 
period  of  20  to  30  years  whereas  certificates  are  for  an 
indefinite  period. 

During  the  fiscal  year  the  Board  approved 
31  proposed  franchises  and  extended  2  others,  for  the 
following  distributors  and  municipalities: 

Consumers1  -  the  Cities  of  Barrie,  Port  Colborne 
and  Vanier,  the  Towns  of  Alexandria  and 
Campbellford,  the  Villages  of  Beeton,  Cookstown 
and  Petawawa,  the  Townships  of  Admaston, 
Bathurst,  Brock,  Cumberland,  Gloucester, 
Manvers ,  Nepean,  Percy,  Petawawa  and  Westmeath. 
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Union  -  the  City  of  London,  the  Town  of  Meaford, 

the  Townships  of  Collingwood,  Moore  and  Sarnia. 

Northern  and  Central  -  the  Cities  of  Cornwall  and 

Thunder  Bay,  the  Towns  of  Dryden,  Gerald  ton  and 
Trenton,  the  Village  of  Cardinal,  the  Townships 
of  Casimir,  Jennings  and  Appleby,  Haldimand  and 
Nipigon,  the  Improvement  District  of  Red  Rock. 

In  the  case  of  the  Village  of  Cookstown  the  Board 
also  granted  a  certificate  to  the  distributor, 
Consumers'.   In  the  other  cases  the  distributor  was 
already  operating  in  the  municipality  under  a  previous 
franchise  and  certificate. 

In  each  case  except  those  involving  the  Townships  of 
Moore  and  Westmeath,  the  distributor  and  the  municipality 
had  agreed  on  the  terms  of  the  proposed  franchise  and, 
upon  the  request  of  the  municipality  and  in  the 
circumstances  of  the  case,  the  Board  declared  and 
directed  that  the  assent  of  the  municipal  electors  to  the 
proposed  franchise  was  not  necessary.   In  the  cases  of 

the  Townships  of  Moore  and  Westmeath  the  distributor  and 
the  municipality  had  been  unable  to  reach  agreement  and 

the  Board  extended  the  existing  franchises,  under  section 
10  of  The  Municipal  Franchises  Act.   Neither  assent  of 
the  electors  nor  dispensation  thereof  is  necessary  in  the 
case  of  such  extensions. 
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In  the  Township  of  Moore  case  the  Board  ruled  that 
payment  by  Union  of  franchise  fees,  security  deposits  and 
administration  fees  for  road  or  ditch  crossings  are  not 
in  the  public  interest  and  should  therefore  not  be 
contained  in  the  franchise.   The  Board  also  ruled  that 
Union  should  not  be  liable  for  the  negligence  of  any 
party  other  than  its  own  officers,  servants  and  agents, 
and  the  Board  approved  an  indemnity  clause  accordingly. 

Discontinuance  of  Service 

In  March  1979,  the  Board  rendered  its  decision  in 
respect  of  the  third  phase  of  Union's  application  to 
discontinue  distributing  gas  to  certain  customers  in  the 
Regional  Municipalities  of  Haldimand-Norfolk  and 
Hamilton-Wentworth . 

The  Board  found  that  the  lines  in  question  were  old 
gathering  lines  which  had  been  acquired  by  Union  and  that 
it  had  not  been  possible  to  prevent  their  deterioration. 
The  Board  stated  that  the  lines  should  be  discontinued 
and  in  each  case  considered  whether  it  would  be 
reasonable,  considering  economic  feasibility  and  other 
matters,  for  Union  to  replace  the  line. 

Of  the  48  customers  considered,  the  Board  permitted 
Union  to  discontinue  service  to  35  upon  payment  of 
change-over  assistance  according  to  a  formula  similar  to 
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that  prescribed  by  the  Board  in  the  previous  two  phases 
Discontinuance  was  refused  outright  in  the  case  of 
2  customers  and  in  the  case  of  11  others  provided  they 
would  enter  into  agreements  with  Union  to  make 
appropriate  capital  contributions.   Five  of  the  11  had 
already  entered  into  such  agreements. 


STEAM  RATES 

In  August  1978,  Industrial  Steam  Limited  filed  an 
application  for  a  steam  rate  increase.   However,  in 
January  1979,  the  Company  advised  the  Board  that  it  had 
sold  its  steam  plant  to  the  Town  of  Ajax  and  would  not  be 
proceeding  with  the  application. 


ONTARIO  HYDRO 


Bulk  Power  Rates 


In  May  1978,  the  Minister  of  Energy  referred  to  the 
Board  for  investigation  and  report  Ontario  Hydro's 
proposed  bulk  power  rates  for  1979.   An  average  increase 
of  9.8%  was  proposed  for  the  334  municipal  utilities  and 
10.1%  for  the  106  direct  industrial  customers. 

The  Minister  requested  that: 

"Rate  increases  should  only  be  allowed  on  the 
basis  of  clearly  established  cost  increase  net 
income  requirements." 


-  23  - 

The  Board  was  also  instructed  that  a  debt-equity  ratio  no 
greater  than  8  5/15  should  be  regarded  as  appropriate  for 
1979. 

The  Board  was  specifically  requested  to  report  on 
certain  matters,  including  the  following: 

a)  The  extent  that  Ontario  Hydro's  estimated 
net  income  for  1979  complies  with  the  spirit 
and  intent  of  the  net  margin  test  under  the 
former  Anti-Inflation  Guidelines,  and  the  most 
appropriate  treatment  of  possible  1978  excess 
revenue; 

b)  The  estimated  effect  of  the  rate  proposal 
on  Ontario  Hydro's  interest  coverage  as  an 
indicator  of  financial  integrity;  and 

c)  Ontario  Hydro's  report  entitled  "Corporate 
Initiatives  to  Increase  Efficiency  and 
Effectiveness" . 

The  hearing  commenced  on  July  10  and  concluded  on 
August  2  after  15  hearing  days.   Fourteen  interventions 
were  received  as  well  as  several  letters  of  concern.   Of 
the  interveners,  only  the  Consumers'  Association  of 
Canada,  the  Ontario  Municipal  Electric  Association  and 
Inco  Metals  Company  chose  to  conduct  cross-examination. 
In  addition  to  these  parties,  argument  was  submitted  by 
the  Association  of  Major  Power  Consumers  in  Ontario. 
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Written  submissions  were  received  from  the  Ontario 
Federation  of  Agriculture,  the  Ontario  Mining 
Association,  Noranda  Mines  Limited  and  Sudbury  Hydro. 

Ontario  Hydro's  forecasted  total  revenue  requirement 
for  1979  was  $2,130  million  which  included  $221  million 
in  net  income.   The  Board  accepted  the  revenue  require- 
ment figure  for  rate  making  purposes  and  found  the  net 
income  figure  to  be  in  compliance  with  the  Anti-Inflation 
Guidelines. 

Application  of  the  net  margin  test  to  the  forecast 
for  1978  indicated  that  $129  million  in  excess  revenues 
should  be  returned  to  Ontario  Hydro's  customers  in  1979. 
The  Board  suggested  that  the  method  of  rebate  be  the  same 
as  in  the  previous  year,  in  other  words  in  proportion  to 
the  bulk  power  revenue  from  each  customer  in  the  year 
that  the  rebate  is  made,  and  that  interest  should  not  be 
added  to  the  rebate. 

The  Board's  report  to  the  Minister  also  indicated 
the  following: 

a)    The  forecasted  level  of  net  income  in  1979 

would  result  in  an  interest  coverage  of  1.24 
and  a  debt  ratio  of  0.847.   Both  indicators  are 
lower  than  Ontario  Hydro's  established  targets, 
but  the  debt  ratio  would  be  slightly  better 
than  the  limit  established  by  the  Minister;  and 
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b)    The  Board  was  satisfied  that  some  net  savings 
have  resulted  from  Ontario  Hydro's  attempt  to 
improve  its  efficiency  and  productivity  and 
recommended  that  studies  currently  in  progress 
should  be  continued. 

The  report  concluded  with  further  recommendations  and 
comments  for  the  consideration  of  the  Minister. 

On  January  1,  1979,  Ontario  Hydro  increased  its 
rates  in  accordance  with  its  proposal  and  the  Board's 
report. 

Costing  and  Pricing 

The  public  hearing  on  the  principles  of  electricity 
costing  and  rate  making  appropriate  for  use  by  Ontario 
Hydro  progressed  steadily  through  the  fiscal  year  with 
the  completion  of  Phases  III  and  IV  and  the  examination 
of  interveners'  evidence,  leaving  only  final  argument  to 
be  submitted  early  in  the  next  fiscal  year.   A  brief 
description  of  the  Phases  in  the  order  they  were  heard  is 
as  follows: 

Phase  I     -   the  theoretical  foundation  of 
marginal  pricing,  alternative 
pricing  objectives  and  an 
overview  of  Hydro's  "Electricity 
Costing  and  Pricing  Study." 
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Phase  II    -   revenue  requirement,  depreciation 
and  cost  allocation, 

Phase  III   -   time-of-use  costing  methodology  and 
demand  elasticity,  and 

Phase  IV   -   rates  and  their  impact. 

Of  the  36  intervenors  registered,  12  presented  evidence 
prior  to  or  at  the  conclusion  of  Phase  IV.   During  the 
fiscal  year  the  Board  sat  for  71  days  with  some 
11,500  pages  of  transcript  being  produced. 

In  May  1978,  Ontario  Hydro  brought  a  motion 
requesting  the  Board  to  restrict  the  scope  of  Phase  IV. 
The  motion  was  denied  in  a  written  decision  dated 
August  24,  1978. 

In  another  written  decision,  dated  September  22, 
1978,  the  Board  denied  a  motion  by  the  Association  of 
Major  Power  Consumers  in  Ontario  ( "AMPCO" )  requesting 
that  further  studies  be  done  by  Ontario  Hydro  using 
certain  marginal  and  historic  cost  methodologies.   The 
motion  had  been  heard  on  February  17,  1978. 

On  January  25,  1979,  the  Board  denied  a  motion  by 
the  National  Anti-Poverty  Organization  ( "NAPO" )  to  order 
Ontario  Hydro  to  provide  answers  to  questions  relating  to 
the  cost  to  serve  particular  types  of  customers.   Then  on 
January  29  the  Board  denied  a  motion  by  AMPCO  to  have 
part  of  NAPO's  evidence  struck  out. 
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COST  OF  ADMINISTRATION 

The  Board's  total  expenditures  for  the  fiscal  year 
amounted  to  $1,175,805  of  which  $363,575  was  recovered 
from  applicants  by  way  of  fees  and  costs  and  paid  into 
the  Consolidated  Revenue  Fund. 


